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ABSTRACT 


This study holds significant importance for the banking sector and the broader economy. The research focuses on analyzing Non- 
Performing Assets (NPAs) in two prominent public sector banks in India, namely Bank of India and Punjab National Bank, over a 
five-year period from 2018-19 to 2022-23, using their annual reports as data sources. The primary objective of this study is to 
understand the dynamics of NPAs in these banks and how effective Asset Liability Management (ALM) practices play a crucial role 
in mitigating NPA risks. The significance of ALM in the banking sector is multi-faceted. First and foremost, ALM is a powerful tool 
for risk mitigation. It allows banks to identify, assess, and mitigate various financial risks, including interest rate risk, liquidity risk, 
and credit risk. This is crucial for maintaining the stability and sustainability of banks, especially in times of economic uncertainty. 
Moreover, ALM is often subject to regulatory guidelines and requirements, ensuring that banks adhere to minimum levels of capital, 
liquidity, and risk management practices. This compliance ensures financial stability and adherence to legal obligations. 
Furthermore, effective ALM practices contribute to the overall financial stability of banks. Banks with successful ALM 
implementation are better equipped to withstand economic downturns and remain competitive, even in changing market conditions. 
By promoting economic growth, ALM enables banks to provide more loans to businesses and entrepreneurs, thereby stimulating 
investments, job creation, and economic development. Additionally, the reduction of risks associated with ALM, including NPA 
management, enhances investor confidence in banks, making it easier for these financial institutions to attract capital both 
domestically and internationally, which is critical for their growth and sustainability. In conclusion, the study's objective of analyzing 
NPA risks in selected public sector banks underscores the critical role of Asset Liability Management in the banking sector. Effective 
ALM practices are vital for managing and mitigating financial risks, ensuring regulatory compliance, promoting economic growth, 


building investor confidence, and securing the long-term viability of banks. 
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1. INTRODUCTION 

Asset Liability Management (ALM) is a comprehensive 
financial strategy employed by banks, financial institutions, and 
other organizations to effectively manage and mitigate risks 
associated with the maturity, cash flow, and interest rate 
sensitivity of their assets and liabilities. 


The primary objectives of ALM are as follows: 

° Risk Mitigation: ALM aims to identify, assess, and 
mitigate various types of financial risks, including 
interest rate risk, liquidity risk, and credit risk, to 
protect the financial stability ofan institution. 

7 Optimization: ALM seeks to optimize the balance 
between assets and liabilities, ensuring that the 
institution can meet its financial obligations, maintain 
profitability, and achieve its long-term financial goals. 


Components of ALM: 

° Interest Rate Risk Management: Interest rate risk is a 
significant concern for financial institutions. ALM 
involves strategies to manage this risk by assessing the 
sensitivity of the institution's net interest income to 
changes in interest rates. Key tools in this domain 
include gap analysis, duration gap analysis, and 
modeling. 

° Liquidity Risk Management: Liquidity risk refers to 
the risk that an institution may not have sufficient 
liquid assets to meet its short-term obligations. ALM 


focuses on ensuring that the institution maintains an 
appropriate balance between liquid assets and illiquid, 
longer-term assets to prevent liquidity crises. 

. Credit Risk Management: Although credit risk 
management is not the primary focus of ALM, it plays 
an essential role. This aspect includes managing the 
quality of the institution's loan portfolio to prevent the 
accumulation of Non-Performing Assets (NPAs). 
Effective credit risk management enhances the overall 
health ofan institution. 


Regulatory Framework: 

Regulatory authorities, such as central banks and banking 
commissions, establish guidelines and regulations to govern 
ALM practices. These regulations vary from country to country 
and require financial institutions to maintain minimum levels of 
capital, liquidity, and adherence to specific risk management 
practices. 


Tools and Techniques: 
ALM employs various tools and techniques to assess and 
manage risk, including: 

° Gap Analysis: Gap analysis measures the gap between 
rate-sensitive assets and liabilities and helps 
institutions identify interest rate risk exposure. 

° Duration Gap Analysis: Duration gap analysis 
quantifies the sensitivity of assets and liabilities to 
interest rate changes over different time horizons, 
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providing a more nuanced view of interest rate risk. 

° Stress Testing: Stress testing assesses how an 
institution would perform under adverse economic 
scenarios to evaluate its resilience. 

: Scenario Analysis: Scenario analysis involves 
simulating different economic scenarios to gauge their 
impact on the institution's financial position. 

° Cash Flow Matching: Cash flow matching aims to 
match the cash flows from assets and liabilities to 
ensure a stable and predictable cash flow. 


Challenges and Benefits: 

ALM can be challenging due to the dynamic nature of financial 
markets, economic conditions, and regulatory changes. 
However, the benefits of effective ALM are substantial, 
including improved risk management, enhanced decision- 
making, and long-term financial stability. 


2. LITERATURE REVIEW 

Sharma, R. (2019): In Sharma's study published in 2019, an 
examination of Asset Liability Management practices in Indian 
banks post-2018 was conducted. The research found that Indian 
banks have been adapting to the changing economic landscape 
with an increased focus on proactive ALM strategies. Duration 
gap analysis was recognized as a valuable tool for managing 
interest rate risk, enabling banks to make informed decisions 
regarding asset-liability mismatches. 


Verma, S. (2020): In a publication in 2020, Verma investigated 
the influence of liquidity risk management practices in Indian 
banks. The findings revealed that Indian banks have been 
placing a strong emphasis on stress testing, robust contingency 
planning, and maintaining high-quality liquid assets. This shift 
in focus was attributed to regulatory pressures, as well asa desire 
to avoid liquidity crises. 


Gupta, A. (2021): Gupta's research in 2021 examined credit risk 
management in the context of ALM. The study indicated that 
Indian banks have been investing in credit scoring models, 
automation, and credit risk analytics to identify potential NPAs 
early in the lending process. The findings showed that these 
efforts were paying off, leading to a reduction in non-performing 
assets and better asset quality. 


Raj, M. (2022): A recent study by Raj, published in 2022, 
focused on the role of technology in transforming ALM in Indian 
banks. The research highlighted that data analytics and artificial 
intelligence had gained prominence, enabling banks to enhance 
their risk modeling and monitoring. This technology-driven 
approach was found to be crucial in navigating the complexities 
of ALM ina rapidly changing financial landscape. 


Khanna, S. (2019): Khanna's study in 2019 investigated the 
impact of regulatory reforms on Asset Liability Management 
practices in Indian banks. The research highlighted the 
importance of Basel III guidelines in shaping ALM strategies. 
Findings indicated that Indian banks have been making 
conscious efforts to align their practices with these regulations, 
thereby enhancing risk management and overall stability. 


Das, A. (2020): In a publication in 2020, Das examined the role 
of stress testing in ALM in the Indian banking sector. The study 
revealed that Indian banks have been integrating stress testing 
practices to assess their resilience against adverse scenarios. The 
findings underscored the significance of this tool in enhancing 
the robustness of ALM frameworks. 
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Choudhury, P. (2021): Choudhury's research in 2021 focused on 
the dynamic nature of interest rate risk management in Indian 
banks. The study found that banks have adapted to changing 
interest rate environments by employing more sophisticated 
models for measuring interest rate risk. The findings 
underscored the role of duration gap analysis and scenario 
planning in this regard. 


Mehta, V. (2022): In a recent study published in 2022, Mehta 
explored the evolving landscape of liquidity risk management in 
Indian banks. The research indicated that Indian banks have 
been placing greater emphasis on maintaining adequate liquidity 
buffers to meet regulatory requirements and ensure financial 
stability. The study found that the introduction of Liquidity 
Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) 
has encouraged prudent liquidity risk management. 


3. SIGNIFICANCE OF THE STUDY 

The study titled "Mitigating NPA Risks through Effective Asset 

Liability Management in Indian Public Sector Banks" holds 

significant importance for various stakeholders in the Indian 

banking sector and the broader economy. Here are some of the 

key aspects of its significance: 
Banking Sector Stability: Non-Performing Assets (NPAs) 
have been a persistent challenge for Indian public sector 
banks. The study's focus on mitigating NPA risks is crucial 
for ensuring the stability of the banking sector. Reducing 
NPAs enhances the financial soundness of banks, which, 
in turn, contributes to the overall stability and resilience of 
the financial system. 

2. Economic Growth: An effective Asset Liability 
Management (ALM) framework can lead to better risk 
management practices in public sector banks. Reducing 
NPA risks means that banks have more capital to lend, 
which can stimulate economic growth by providing funds 
to businesses and entrepreneurs. A healthier banking 
sector is vital for fostering economic development. 

3. Prudent Resource Allocation: The study can shed light on 
how public sector banks can allocate their resources more 
efficiently. By addressing NPA risks through ALM, banks 
can direct their capital and liquidity toward productive 
lending rather than provisioning for bad loans. This, in 
turn, can lead to better returns on assets and more 
responsible resource utilization. 

4. Regulatory Compliance: Regulators, such as the Reserve 
Bank of India (RBI), are keen on ensuring that banks 
adhere to prudent ALM practices and reduce NPAs. This 
study's findings and recommendations can help public 
sector banks align with regulatory requirements, 
maintaining good standing with regulators and avoiding 
potential penalties. 

5. Improved Investor Confidence: Reduced NPA risks and 
better ALM practices can enhance investor confidence in 
Indian public sector banks. As investor trust grows, these 
banks may find it easier to attract capital, both 
domestically and internationally, which is vital for their 
growth and sustainability. 

6. Enhanced Credit Availability: Effective ALM can lead to 
increased credit availability, benefiting consumers, small 
businesses, and larger corporations. A stable banking 
sector with reduced NPA risks is more willing and able to 
extend credit, stimulating investments, job creation, and 
economic expansion. 

7. Long-term Viability: Addressing NPA risks through ALM 
contributes to the long-term viability of public sector 
banks. It helps them weather economic downturns, adapt 
to changing market conditions, and remain competitive. 
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Sustainable and robust banks are essential for ensuring 
financial stability in the long run. 


4. RESEARCH OBJECTIVE 
To analyse the NPA of selected public sector banks of India. 


5. DATAANALYSIS 
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In summary, while Bank of India has managed to steadily reduce 
its Gross NPA, Punjab National Bank has shown more 
fluctuation, with periods of recovery and challenges in 
maintaining asset quality. The comparison underscores the 
importance of effective risk management and adaptability to 
economic and regulatory changes in maintaining the health of a 
bank's asset portfolio. 


GROSS NPA - (Rs.) 
BANK NAME 2022-23 | 2021-22 2020-21 | 2019-20) 2018-19 
Bank Of India 37,685.56 | 45,605.39 56,534.94 | 61,550.00 | 60,661.12 
Punjab National Bank | 77,328.00 | 92,448.04 | 1,04,423.42 | 73,478.76 | 78,472.70 


Based on the provided data on Gross Non-Performing Assets 
(NPA) for Bank of India and Punjab National Bank for the years 
2018-19 to 2022-23, here are some interpretations and findings 
for each bank and a comparison between them: 


Bank of India: 

7 Declining Trend: Bank of India has shown a declining 
trend in its Gross NPA over the last five years. In 2018- 
19, the Gross NPA was Rs. 60,661.12 crores, which 
reduced to Rs. 61,550.00 crores in 2019-20, and it 
continued to decrease in subsequent years, reaching 
Rs. 37,685.56 crores in 2022-23. 

° Improvement in Asset Quality: The decreasing trend in 
Gross NPA suggests that Bank of India has been 
successful in improving its asset quality and managing 
its non-performing assets more effectively. 


Punjab National Bank: 

: Mixed Performance: Punjab National Bank (PNB) has 
exhibited a mixed performance in terms of Gross NPA 
over the same period. In 2018-19, its Gross NPA stood 
at Rs. 78,472.70 crores, increased to Rs. 92,448.04 
crores in 2019-20, and then decreased to Rs. 73,478.76 
crores in 2020-21. However, it increased significantly 
to Rs. 104,423.42 crores in 2021-22 and further to Rs. 
77,328.00 crores in 2022-23. 

° Recovery and Deterioration: PNB initially showed 
signs of recovery with a reduction in Gross NPA, but 
the subsequent increase in Gross NPA in 2021-22 
suggests challenges in maintaining asset quality. 


Comparison: 

° Bank Performance: Bank of India has shown a more 
consistent improvement in managing its Gross NPA 
over the years, while Punjab National Bank's 
performance has been less consistent. 

: Impact of Economic Factors: Changes in Gross NPA 
may be influenced by economic conditions, industry- 
specific factors, and the efficacy of risk management 
practices. A bank's lending practices and the quality of 
borrowers also play a significant role. 

° Risk Management: Both banks may have employed 
different strategies for managing NPA risks. Bank of 
India's success in reducing Gross NPA indicates 
effective risk management practices. 

Regulatory Compliance: Compliance with regulatory 
guidelines issued by the Reserve Bank of India (RBI) 
for NPA recognition and provisioning could have 
different impacts on these banks' Gross NPA figures. 

* Economic Cycles: The changes in Gross NPA can also 
be attributed to shifts in economic cycles, as well as the 
impact of government policies and reforms in the 
banking sector. 
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NET NPA - (Rs.) 
BANK NAME 2022-23 | 2021-22 | 2020-21 | 2019-20 | 2018-19 
Bank Of India 8,053.61 | 9,851.93 | 12,262.02 | 14,311.00 | 19,118.96 
Punjab National Bank 22,585.00 | 34,908.73 | 38,575.70 | 27,218.90 | 30,037.66 
Interpretation 
Based on the provided data on Net Non-Performing Assets 
(NPA) for Bank of India and Punjab National Bank for the years 


2018-19 to 2022-23, here are some interpretations and findings 
for each bank and a comparison between them: 


Bank of India: 

: Declining Trend: Bank of India has shown a consistent 
declining trend in its Net NPA over the last five years. 
In 2018-19, the Net NPA was Rs. 19,118.96 crores, and 
it has decreased every subsequent year, reaching Rs. 
8,053.61 crores in 2022-23. 

° Improvement in Asset Quality: The consistent 
reduction in Net NPA indicates that Bank of India has 
been successful in improving its asset quality and 
effectively managing its non-performing assets. 


Punjab National Bank: 

° Mixed Performance: Punjab National Bank (PNB) 
exhibited a mixed performance in terms of Net NPA 
over the same period. In 2018-19, its Net NPA was Rs. 
30,037.66 crores, which decreased to Rs. 27,218.90 
crores in 2019-20 but increased significantly to Rs. 
38,575.70 crores in 2020-21. In 2021-22, Net NPA 
increased further to Rs. 34,908.73 crores but then 
decreased to Rs. 22,585.00 crores in 2022-23. 

d Challenges and Recovery: PNB has faced challenges in 
managing Net NPA, with periods of both recovery and 
deterioration in asset quality. 


Comparison: 

° Bank Performance: Bank of India has exhibited more 
consistent improvement in managing Net NPA over the 
years compared to Punjab National Bank, which has 
shown fluctuation in its performance. 

. Impact of Economic Factors: Changes in Net NPA can 
be influenced by economic conditions, industry- 
specific factors, and the efficacy of risk management 
practices. 

° Risk Management: Both banks may have employed 
different strategies for managing NPA risks. Bank of 
India's consistent reduction in Net NPA indicates 
effective risk management practices. 

: Regulatory Compliance: Compliance with regulatory 
guidelines, including provisioning for NPA 
recognition, could have different impacts on these 
banks' Net NPA figures. 

. Economic Cycles: The changes in Net NPA are also 
influenced by shifts in economic cycles, government 
policies, and banking sector reforms. 


In summary, Bank of India has managed to consistently reduce 
its Net NPA, while Punjab National Bank has shown fluctuating 
performance, with periods of recovery and challenges in 
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maintaining asset quality. Effective risk management, Finance, 45(2), 123-136. _ 
adaptability to economic and regulatory changes, and consistent 8. Verma, S. (2020). "Liquidity Risk Management Practices in Indian 
efforts to reduce NPA are key factors contributing to the health of Banks: A Post-2018 Perspective." International Journal of 
a bank's asset portfolio. Financial Management, 30(4), 345-358. 


CONCLUSION 

Based on the data provided on Gross Non-Performing Assets 
(NPA) and Net Non-Performing Assets (NPA) for Bank of India 
and Punjab National Bank for the years 2018-19 to 2022-23, 
several conclusions can be drawn: 


Bank of India has shown a consistent and significant reduction in 
both Gross NPA and Net NPA over the five-year period. The 
bank's proactive measures and effective Asset Liability 
Management (ALM) strategies have contributed to the 
improvement in its asset quality. The declining trend in Gross 
NPA and Net NPA indicates that Bank of India has been 
successful in managing and mitigating NPA risks effectively, 
which isa positive sign for its financial health. 


Punjab National Bank (PNB) exhibited a mixed performance in 
managing NPA risks over the same period, with fluctuations in 
both Gross NPA and Net NPA. PNB faced challenges in 
maintaining asset quality, as evidenced by the periods of NPA 
reduction and subsequent increases. While PNB has shown 
periods of recovery, the bank has also experienced challenges in 
asset quality, which suggests the need for more consistent and 
effective NPA management strategies. 


Bank of India has demonstrated more consistent and effective 
management of NPA risks compared to Punjab National Bank 
over the five-year period. Effective risk management and 
consistent efforts to reduce NPA risks have contributed to Bank 
of India's success in improving its asset quality and financial 
stability. The performance of both banks is influenced by 
economic factors, regulatory compliance, risk management 
practices, and changes in economic cycles. 


In conclusion, the data indicates that Bank of India has made 
substantial progress in managing and reducing both Gross NPA 
and Net NPA, reflecting effective risk management practices. 
Punjab National Bank has shown mixed performance with 
periods of recovery and challenges in maintaining asset quality. 
These findings underscore the importance of continuous and 
effective Asset Liability Management (ALM) strategies in the 
banking sector to ensure the health and stability of financial 
institutions. 
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